Inbound Transfers of Japanese Technology Rights: Some Practical Considerations by Thomas, Michael W.
Santa Clara High Technology Law Journal
Volume 7 | Issue 2 Article 4
January 1991
Inbound Transfers of Japanese Technology Rights:
Some Practical Considerations
Michael W. Thomas
Follow this and additional works at: http://digitalcommons.law.scu.edu/chtlj
Part of the Law Commons
This Article is brought to you for free and open access by the Journals at Santa Clara Law Digital Commons. It has been accepted for inclusion in Santa
Clara High Technology Law Journal by an authorized administrator of Santa Clara Law Digital Commons. For more information, please contact
sculawlibrarian@gmail.com.
Recommended Citation




INBOUND TRANSFERS OF JAPANESE
TECHNOLOGY RIGHTS: SOME PRACTICAL
CONSIDERATIONS
I. INTRODUCTION
In recent years there has been a dramatic shift in Japan away
from their traditional role as a technology rights importer towards
that of a technology rights exporter.1 This shift is evidenced by the
fact that while in 1972 Japan paid out four times more in license
royalty payments than it received, by 1980 Japan paid out only one
and a half times more in royalty payments than it received.2
The United States, in the form of licensing agreements, is in-
creasingly becoming an importer of Japanese technology rights.3
Japan's R&D efforts are also indicative of their interest in becoming
a technology rights exporter. Efforts singled out for future empha-
sis include engineering, fine ceramics, high polymers, new metallic
compounds, biotechnology, fiber optics, and semi-conductors.4
As with any technology transfer, a domestic entity may find
that the acquisition of rights to Japanese technology or know how
by way of licensing (as opposed to independent development) to be
comparatively cost efficient. When seeking technology rights or
know-how from Japanese entities, the potential domestic licensee
(and hence their legal counsel) must take into consideration a
number of important variables not necessarily present on the do-
mestic licensing scene. As well, the potential Japanese licensor will,
in many cases, come to rely on local counsel for aid in forming a
1. Prospects for technological transfer: expansion into defense related fields, East Asian
Executive Reports, January 15, 1985, at 9 [hereinafter Prospects for technological transfer];
See also Foreign Protection of Intellectual Property Rights and the Effect on U.S. Industry and
Trade, USITC Pub. 2065, Inv. No. 332-245 (Feb. 1988) [hereinafter USITC Pub. 2065].
2. Prospects for technological transfer, supra note 1, at 9.
3. U.S. Global Competitiveness. Optical Fibers, Technology and Equipment, USITC
Pub. 2054, Inv. No. 332-233 (Jan. 1988) [hereinafter USITC Pub. 2054]; See also Toyo Rayon
plans to strengthen carbon fiber ties with licensees, JAPAN ECONOMIC JOURNAL, March 13,
1984 (Chemicals & Textiles) at 10; Of Packaging Machinery in U.S. and UK, JAPAN ECO-
NOMIC JOURNAL, Nov. 27, 1984, (Machinery) at 9.
4. See Prospects for technological transfer, supra note 1, at 9; see also USITC Pub.
2054, supra note 3, at 20.
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licensing agreement. In either case, due consideration should be
given to the cultural and legal milieu from which the Japanese licen-
sor will be operating. This essay seeks to highlight several impor-
tant variables within the Japanese legal framework that will impact
and influence the final form of any potential licensing agreement
with a domestic technology rights importer.
II. THE JAPANESE MILIEU
Both the domestic licensee of Japanese technology rights and
local counsel representing a Japanese licensor seeking to enter a li-
censing agreement with a domestic entity should be aware of a
number of factors that tend to shape Japanese expectations regard-
ing the form and content of the technology licensing agreement. Of
particular importance in understanding the legal and cultural mi-
lieu from which the Japanese licensor operates is the form and de-
gree of protection afforded intellectual property in Japan.
A. Aspects of Japanese Intellectual Property Law
The legal protection given intellectual property in Japan will,
to a large extent, set the parameters for the Japanese licensor's ex-
pectations when seeking to license technology abroad. Knowing
the difference between rights as they exist in Japan and those that
exist in the U.S. can provide important insights that may help pave
the way for an agreement that meets the needs and expectations of
parties on both sides of the transaction.
1. Japanese Copyright Law
Copyright considerations are becoming increasingly important
in international licensing as computer software rights are transfered
with greater frequency.5 A review of Japanese copyright law indi-
cates that, although Japan's Copyright Act has been amended to
specifically provide for the protection of database type compila-
tions6 and computer programs, the basis for and extent of protec-
tion for program software is significantly different than in the
United States.7
5. USITC Pub. 2065, supra note 1, at 30.
6. Copyright Act, § 12(2).
7. Copyright Act Art. 10(1)(9) provides for the protection of "program work[s]" but
Art. 10(3) stipulates that the "programming language, rules or algorithm used for creating
the said work" are unprotected. At the same time, there is some indication that copyright
protection is available for a program which has been stored in a ROM chip. See Taito Corpo-
ration Case, 14 pt. 3 Mutai-Shu 796 (1982). For a complete discussion of copyright protec-
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Japanese protection for databases and computer programs is
restricted and impliedly covers only the non-literal aspects such as
the structure, organization, and user-interface components of the
database or program. For example, protection for databases is a
function of the creativity used in selecting and organizing the data.8
Protection for computer programs appears to be quite limited with
explicit exclusions for the underlying "programming language,
rules, and algorithms."9
A Japanese licensor will find that U.S. copyright law affords a
much greater level of protection for his computer program or
database, and hence a more valuable copyright, than does Japanese
law. In contrast to Japanese law, Title 17 defines a computer pro-
gram as "a set of statements or instructions to be used.., in a
computer." 10 Title 17 also provides for the protection of those
statements and instructions. I I Courts in the United States have ex-
tended copyright protection to the literal as well as the non-literal
aspects of computer programs. Both the source and object codes
which comprise the program's language have been found to be sub-
ject to protection. 2 As well, it is recognized that a program's struc-
ture, sequence, and organization may be protected. 3 Where
Japanese law fails to provide protection for a program's underlying
language and object code, U.S. law does if there is sufficient
originality.
To the extent that a licensor's software is likely to receive
greater protection under U.S. copyright law, the program acquires
greater value. Yet, given the limited protection for programs pro-
vided by Japanese law, the licensor may not be aware of the appreci-
ation flowing from the protections provided by U.S. law.
Consequently, the potential licensee may be able to form a compar-
atively advantageous royalty or other compensation package by rec-
ognizing the licensor's relatively low expectations. Even where the
potential licensor has retained local counsel and is aware of the in-
creased value of his subject matter, the U.S. licensee may still be
tion for computer software in Japan, see Ishizumi, Copyright Protection of Computer
Programs and Semi-Conductors in Japan, 2 SOFrWARE LAW JOURNAL, Summer 1988.
8. Copyright Act, art. 12(2).
9. Copyright Act, art. 10(3).
10. Copyright Act, 17 U.S.C. § 101 (West Supp. 1990).
11. Copyright Act, 17 U.S.C § 117 (West Supp. 1990).
12. Apple Computer, Inc. v. Franklin Computer Corp., 714 F.2d 1240 (3d Cir. 1983).
13. Whelan Assoc. v. Jaslow Dental Laboratory, Inc., 797 F.2d 1222 (3d Cir. 1986),
cert denied, 479 U.S. 1031 (1987). Regarding the importance of unique expression within the
non-literal components of a program, see Johnson Controls, Inc. v. Phoenix Control Sys.,
Inc., 886 F.2d 1173 (9th Cir. 1989).
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able to advantageously rely on the additional U.S. protection by at-
tempting to negotiate for lower up front payments and lower annual
royalties since the greater protection may provide for a low risk,
long lifespan license.
On the other hand, local counsel representing a Japanese licen-
sor will need to articulate for his clients the additional protection
afforded computer programs under U.S. law. The licensor's local
counsel may find themselves in the unenviable position of having to
convince their Japanese clients of the increased value of their sub-
ject matter while at the same time attempting to negotiate an agree-
ment with terms beyond the licensor's original expectations.
2. Japanese Trademark Law
It is quite common for a licensing agreement to include the
transfer of trademark rights in addition to, or independent of, pat-
ent and other technology rights.14 The role of trademark licensing
is becoming increasingly important for Japanese licensors as the
value of the tangible goodwill surrounding their product's trade-
marks increases. The licensing of a mark which identifies or distin-
guishes the products of a manufacturer from those of another
carries the risk that the licensee's manufacturing will not meet the
licensor's quality standards with a resulting dimunition in the value
of the licensor's mark. Consequently, a licensor has a vested inter-
est in shaping a potential licensing agreement that insures his con-
trol over the quality of the trademarked product. This is
particulary true in the case of Japanese licensors.1 5
In Japan, the protection of trademarks is based on the registra-
tion of the mark with the Japanese Patent Agency.6 Registration
provides the mark owner with rights to exclusive use of the specific
goods listed on the registration for a period of only ten years, sub-
ject to renewal.7 Under Japan's first-to-file system, prior use of a
mark is of little value and the date of application determines the
14. GOLDSCHEIDER, TECHNOLOGY MANAGEMENT § 18.02 (1990). The author notes
that under the trademark law of both Japan and the U.S., the idea of licensing trademark
rights would appear to be a contradiction in terms to the extent that the law is based upon the
notion that a trademark allows for reliable identification of the product's manufacturer. If a
trademark is assigned or licensed, the consuming public is getting a product from a manufac-
turer whom the product does not identify. For this reason, the quality control aspects of
licensing agreements are particularly important in the case of trademark assignments.
15. It is well recognized that Japanese manufacturers have very strict and high stan-
dards regarding quality control. See, REISCHAUER, THE JAPANESE 179-95 (1978); T. PE-
TERs & R. WATERMAN, JR., IN SEARCH OF EXCELLENCE 37-39 (1984).
16. Trademark Act, art. 18(1).
17. Trademark Law, arts. 19(1) and 25.
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priority of rights to use the mark."8 It is also important to note that
under Japanese law a trademark is defined as "any word, figure or
mark or any combination thereof... ."9 As such, it is unclear as
to whether a design or configuration mark is registrable. A failure
on the part of the mark owner to use the mark for a period of three
or more years will subject the mark to cancellation proceedings.20
Although both United States and Japanese trademark law have
as a primary mission the protection of marks which have come to
distinguish the products of manufacturers from their competitors
where those marks have acquired secondary meaning, U.S. law is to
a notable extent different. Unlike Japanese law, U.S. trademark law
gives a great deal of weight to prior use of the mark before registra-
tion.21 U.S. trademark law also allows for the registration of design
and configuration marks where either the design or the configura-
tion of a product has acquired secondary meaning and consists of
qualities that are not purely functional.2" U.S. law places its great-
est emphasis on the prevention of confusion. As a result, trademark
protection on one product will prevent others from using the mark
whenever it is likely to confuse the public as to the source of the
goods in question.23 Where a mark owner has failed to "use" the
mark for a period of two or more years, abandonment will be pre-
sumed and subject the registration to cancellation. 4 Otherwise, a
trademark is protected for twenty years and is indefinitely renewa-
ble for an additional twenty year period.25
A Japanese mark owner seeking to license his trademark in the
United States will inevitably be c6 ncerned with controlling the qual-
ity of trademarked products being manufactured and those con-
cerns will most likely manifest themselves in the form of a licensing
agreement granting broad quality control powers to the licensor.26
18. Trademark Act, art. 8(1).
19. Trademark Act, art. 2.
20. Trademark Act, art. 50.
21. Lanham Act, 15 U.S.C. § § 1051 and 1127 (West Supp. 1990). Under § 1127 a
mark may be placed on products and entered into the stream of commerce to satisfy the
requirements of "use." Section 1051 allows the applicant to allege and provide evidence of
"use" in order to secure federal registration of the mark.
22. Lanham Act, 15 U.S.C. § 1127 (West Supp. 1990); See In Re Mogen David, 328
F.2d 925, 140 U.S.P.Q. 575 (C.C.P.A. 1964); In Re Weber Stephens Prods. Co., 3 U.S.P.Q.2d
1659 (1987).
23. Lanham Act, 15 U.S.C.A. § 1125(a) (West Supp. 1990); International Kennel Club
v. Mighty Star, Inc., 846 F.2d 1079, 6 U.S.P.Q.2d 1977 (7th Cir. 1988); McGregor-Doniger
Inc. v. Drizzle Inc., 599 F.2d 1126, 202 U.S.P.Q. 81 (2d Cir. 1979).
24. Lanham Act, 15 U.S.C. § 1127 (West Supp. 1990).
25. Lanham Act, 15 U.S.C. § 1058(a) (West Supp. 1990).
26. The Japanese licensor will find some support for his position under 15 U.S.C.
1991]
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Local counsel representing the Japanese licensor will need to be
aware of their client's higher expectations and be ready to translate
those expectations into acceptable terms. At the same time though,
local counsel will be cognizant of the fact that the domestic licensee
is likely to balk at constraints that do not allow him to quickly
adapt a product to the domestic market.
As well, both local counsel and the potential licensee should
know that the Japanese licensor may not appreciate the role of prior
use under U.S. trademark law. It should be recognized then, that
the licensor will seek added protection within the licensing agree-
ment for what he may see as unnecessary exposure to a prior filing
by a competitor. An important consideration regarding the value of
the mark transferred is the trademark protection offered for the de-
sign or configuration of the product in question. The Japanese licen-
sor may be unaware of the additional value flowing from the
protection offered the creative arbitrary aspects of the product's de-
sign. The longer duration for trademark protection in the United
States also adds value to the extent that the cost of administering
the trademark are lower. Yet, this is offset by the costs, and risks, of
entering the product into the stream of commerce prior to registra-
tion. As with copyright law, the U.S. trademark law provides
greater protection than does Japan's. This allows the Japanese mark
owner virtually exclusive use of the mark where confusion as to ori-
gin might occur. Again, the licensee may attempt to use this as a
bargaining chip when negotiating the annual rate for royalties and
up-front investment by the mark holder. On the other hand, local
counsel will need to raise their Japanese client's expectations by
fully contrasting the protection offered under U.S. law with that
afforded by Japanese law.
3. Japanese Patent Law
The transfer of rights to use or manufacture a patented tech-
nology is very often the touchstone of any licensing agreement. As a
result, the validity, duration, and scope of the governing patent is of
elemental importance on both sides of a licensing transaction. In
recent years there has been a dramatic increase in the number of
U.S. patents granted to Japanese applicants. 27 Domestic companies
wishing to exploit these Japanese advances in technology by seeking
§ 1055 which allows for the licensing of trademarks as long as the public is not deceived as a
result. In other words, § 1055 implicity requires the licensor to insure the nature and quality
of the trademarked product produced by the licensee.
27. USITC Pub. 2065, supra note 1, at 9.
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licenses from the Japanese patent holders, and those domestic enti-
ties that wish to take advantage of and patent Japanese technology
not yet applied for in the United States need to consider Japanese
expectations of patent protection. Patent licensing agreements ac-
count for the vast majority of Japanese technology rights transfers
with royalty payments usually forming the basis for
compensation.28
As with trademark law, Japan's patent law rests on a first-to-
fie system.2 9 Even where two separate applicants, one pursuing a
patent of invention and the other pursuing a utility patent on the
same subject matter apply on different dates, the first to file will be
granted the patent.30 Interestingly, only products which can be
"utilized in industry" may be patented as a patent of invention.31
Patent protection in Japan for invention patents endures for fifteen
years from publication but no more than twenty years from the date
of application while utility patents expire ten years from the date of
publication but no more that fifteen years from the date of applica-
tion. Design patents endure for fifteen years from the date of regis-
tration. An applicant for a patent may license the subject matter of
the application prior to the granting of the patent.32
Compulsory licensing requirements under Japanese patent law
mandate rather strict working requirements for patents which have
been granted. A patent may be subject to compulsory licensing if
the patent is not sufficiently worked within three years of the
grant.33 If the patent is co-owned, each of the co-owners must be a
signatory to the licensing agreement.34
Under U.S. law, the priority to patent rights vest once an appli-
cant has invented the subject matter and reduced it to practice, re-
gardless of first-to-file issues.35 The filing of a patent application is
considered a constructive reduction to practice.36 The term of a
28. USITC Pub. 2065, supra note 1, at 9.
29. Patent Law, art. 39.
30. Patent Act, supra note 29, art. 39(3). But note that where the two applicants were
formerly associated companies and it appears that the application of one of the parties may be
based on misappropriated technology secrets, only the inventor or his successors in interest
may apply for the patent. Patent Act, art. 39(6).
31. Patent Act, supra note 29, art. 29.
32. Patent Act, supra note 29, art. 52(2).
33. Patent Law, supra note 29, art. 83.
34. Patent Law, supra note 29, art. 73.
35. Patent Act, 35 U.S.C.A. § 102(g) (West 1984).
36. General Elec. Co. v. DeForest Radio Co., 17 F.2d 90 (D. Del. 1927); Ex Parte
Frank, 191 U.S.P.Q. 412 (P.O. Bd. App. 1975); Blicharz v. Hays, 496 F.2d 603, 181 U.S.P.Q.
712 (C.C.P.A. 1974).
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U.S. patent, with few exceptions, is seventeen years from the date of
registration.37 Unlike Japanese law, U.S. patent law does not con-
tain provisions requiring the subject matter of the patent to be
worked nor are there any provisions for compulsory licensing. As
well, even if a patent is co-owned, either owner has full rights to
license without the other owner's signature.38
Again, the broader scope of protection offered under U.S. pat-
ent law will affect the value of the patent license positively. As re-
gards the licensing agreement, a potential Japanese licensor,
familiar with Japan's first-to-file system, will seek to insure that a
patent is fied for the subject technology as soon as possible so as to
preempt any possible misappropriation that might occur before fil-
ing. The potential Japanese licensor's sense of urgency is also pi-
qued by timing of the start of patent protection, in Japan, at the
time of first publication, not actual registration. As well, the Japa-
nese licensor may seek, by U.S. standards, extra assurances that the
patent subject matter will be worked sufficiently.
4. Japanese Protection of Know-how and Trade
Secrets
Often, a licensing agreement consists of a package of products
including specific knowledge regarding the most advantageous
processes for production of, or means of using the patent or trade-
mark subject matter.39 Such information and know-how, when
compiled, constitute valuable trade secrets that often affect the final
form of a licensing agreement. The amount of legal protection pro-
vided know-how and trade secrets directly affects the value of that
information as part of the licensing package.
The development of trade secret law protecting the exchange of
know-how and other proprietary information is a fairly recent phe-
nomena in Japan. Given the degree of corporate networking, it has
traditionally been a business custom in Japan to freely exchange
what in the United States would be considered trade secrets.40 As a
result of international pressure, the Diet, in 1990, passed a bill pro-
viding protection for trade secrets.41 The new law defines trade
secrets as (1) technical or business information, (2) which is useful
or valuable for production, marketing, and other business activities,
37. Patent Act, 35 U.S.C. § 154 (West 1984).
38. Patent Act, 35 U.S.C.A § 262 (West 1984).
39. GOLDSCHEIDER, TECHNOLOGY MANAGEMENT § 17.01 (1990).
40. Gutterman, A Legal Due Diligence Framework for Inbound Transfers of Foreign
Technology Rights, 24 INTERNATIONAL LAWYER 4 (1990).
41. Unfair Competition Prevention Act, art. I et seq.
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(3) is kept secret, (4) and is not publicly known.42 Although not
defined within the Act, information is presumably disclosed to the
public, and thus not within the purview of trade secret protection,
once it has been revealed in the form of a speech, articles, or techni-
cal proposals.43
In order to meet the "kept in confidence" requirement of the
Act, the trade secret owner must take active measures to insure that
the information remains secret.4' Under the Act, any information
that is of a technical or business nature and has economic value is
protectible as a trade secret. This has been interpreted to include
not just research results, drawings, and customer lists, but virtually
any information that is licensable.45 Indicating a break with the
past, the Act has been interpreted to impose liability on ordinary
employees as well as upper level management and technicians.
46
Unlike Japanese law, U.S. trade secret law is state, not federal
law. However, most states have adopted some form of the Restate-
ment of Torts which defines trade secrets as "any formula, pattern,
device, or compilation of information which is used in one's busi-
ness, and which gives him an opportunity to obtain an advantage
over competitors who do not know or use it."'47 As well, the subject
matter of the trade secret must be kept secret and not be a matter of
public knowledge.48 In contrast to Japanese law, U.S. common law
has interpreted the requirement for maintaining secrecy quite liber-
ally. A trade secret owner need only take reasonable steps to pro-
tect the confidentiality of his trade secrets and prior limited public
disclosures will not preclude trade secret protection.49 While it is
recognized that upper level supervisors and managers may be under
an obligation to maintain confidentiality when changing jobs, U.S.
courts have been reluctant to impose an implied obligation of confi-
dentiality on lower level employees in trade secret cases.50
It is clear that a Japanese licensor is going to come to the bar-
42. Unfair Competition Act, supra note 41, art. 1(3).
43. Preparing for Japan's New Trade Secrets Law, East Asian Executive Reports, De-




47. RESTATEMENT OF TORTS § 757 (1939).
48. Id.
49. K-2 Ski Co. v. Head Ski Co., Inc., 506 F.2d 471 (9th Cir. 1974) (where the plaintiff
had disclosed his ski construction at a trade show, but not to defendant's employees, and did
not take active security measures at its production facilities).
50. See, Shatterproof Glass Corp. v. Guardian Glass Co., 322 F. Supp. 854 (E.D. Mich.
1970), aff'd, 462 F.2d 1115 (6th Cir.), cert. denied, 409 U.S. 1039 (1972).
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gaining table with a mixed bag of expectations. On the one hand,
his experience with trade secret law will be limited by the tradi-
tional Japanese approach to trade secrets. On the other hand, he is
likely to have developed very strict views as to how to best protect
his trade secrets based on recent legal developments in Japan. Be-
cause compensation for the Japanese rights package is usually in the
form of royalty payments,51 the prospective licensor will be keen on
insuring that all possible steps are taken to prevent the value of his
technology rights package from being diminished by misappropria-
tion. For the Japanese licensor's local counsel, this may mean nego-
tiating for higher levels of plant or facility security in addition to
requiring explicit confidentiality agreements by all of the licensee's
employees. At the same time, the licensee, in some circumstances,
may wish to seek assurances that the information or know how be-
ing transferred as part of the technology rights package is not di-
vulged by the licensor through the licensor's corporate network in
Japan.
III. CONTRACT LAW AND NEGOTIATION
As a general rule, Japanese law favors freedom of contract and
the choice of law made by the parties to an agreement will govern
the contract.52 The Japanese approach to contract negotiations
tends to be less confrontational than that normally faced by the
U.S. businessman. Where U.S. negotiations tend to focus on tangi-
ble legal and business aspects of the transaction, the Japanese tend
to emphasize setting a basis for long term business relations. Conse-
quently, negotiations with Japanese concerns tend to take a longer
period of time than is usual for comparable U.S. companies. 53
While it is usually the case that U.S. negotiators to a licensing
agreement have authority to assent to contract provisions, such is
not true for their Japanese counterparts. Rather, it is typical for the
Japanese to use a group decision making process where the pro-
posed licensing agreement flows up the corporate ladder, not
down.54 Once the proposed agreement has been reviewed by superi-
ors and a consensus reached, authority to assent to the agreement
passes down the chain of command. The frustrating aspect for U.S.
51. Prospects for Technological Transfer, supra note 1, at 9.
52. Act Concerning the Application of Laws (Horei), art. 7. Japanese contract law is
contained in the CIVIL CODE (MINPO), art. 521 et seq.
53. A Profile of the Japanese Licensing Environment, East Asian Executive Reports,
May 15, 1983, at 9.
54. REISHAUER, THE JAPANESE 179-95 (1978).
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negotiators is that the entire process is often repeated for each sig-
nificant provision within the agreement.5 Consequently, the poten-
tial U.S. licensee must anticipate not only the delays resulting from
differing negotiation styles, but also the significantly different expec-
tations of the Japanese licensor.
IV. CONCLUSION
As Japan becomes a technology innovator, U.S. industry is in-
creasingly put into the position of having to import Japanese tech-
nology rights in order to maintain a competitive edge. In order to
successfully shape mutually beneficial licensing agreements, it will
be necessary for both the licensor's local counsel and the prospec-
tive U.S. licensee to anticipate and consider the expectations of the
potential Japanese licensor as they are shaped by the potential licen-
sor's own domestic intellectual property law. This essay has sought
to highlight several potential areas of misunderstanding, and oppor-
tunity, as regards the primary subjects of licensing agreements.
Michael W. Thomas
55. Id.
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